Abstract
The observation that Islamic banks were relatively unaffected by the crisis as compared to their conventional counter parts highlight the strength of the Islamic banking system as a possible alternative to replace the existing interest based financial system. However, this requires more researches in breadth and depth to examine issues surrounding Islamic banks stability as esxiting available researches is rather limited. This is what motivate us to undertake this study. It aims to fill in the gap by providing some sound evidence the stability issues of Islamic and conventional banks during recent crisis. Besides, our study will also examine factors that underlie bank stability in order to get some insight on the differences, if there is any. Malaysia provides a good avenue for case study given that both types of banks, Islamic and conventional work hand in hand in the economy under the dual banking system. Hence, they are subjected to similar macroeconomic conditions.
The following of this paper is structured as follows; 2.0 details literature reviews on banking stability, 3.0 discuss the methodology, followed by 4.0 in which the empirical results are described. Finally, 5.0 conclude this paper along with policy implications.
2.0
Why Islamic banks could be more stable?
Islamic banks are unique or different from their conventional counterparts in terms of their underlying modus operandi. Guarded with the belief that interest or riba is totally unacceptable, Islamic banks operation is based on Shariah compliance principles such as profit sharing basis, real asset transactions and strict adherence to no speculative element. With these differences on the three basic principles, Islamic banks portray different response during the recent financial meltdown.
A review of past studies related to the issue of banking sector stability show that there are at least three explanations on the relative stability. Firstly, banks operates under Islamic possess greater liquidity holdings relative to conventional ones. Partly, this is due to the relatively limited availability of investment avenues that are Shariah compliance. This is in accordance with Hadeel Abu Loghod (2010) , who found attractiveness of Islamic banks products such as Mudaraba, Musharakah, Murabahah, Ijarah, and profit and loss investment was the main reason behind the greater liquidity holdings.
Secondly, Islamic banks focused on profit sharing investment and financing, in which there is mutual risk sharing. For instance, Rahman (2011) Thirdly, Islamic banks are less affected with many conventional banks because Islamic banks were prohibited in any speculative practices and excessive leveraging, which were root causes of the recent global financial crisis.
Methodology

Model Specification
A model is proposed to estimate what explains bank stability. In general, bank stability depends on both external and internal factors. The external factors refer to macroecnomic development while internal factors refer to bank specific characteristics. Several variables that influenced bank stability has been identified through literature review. The external factors refer to macroecnomic variables such as market share (SHARE), inflation (INF) and real GDP (GDP).
Market share (SHARE) is an important determinant of bank stability, and its relationship has been fairly agreed in the academic literature. Beck et al., (2010) found that higher market shares of Islamic leads to stability, in contrast conventional banks tend to be more cost-effective but less stable. Inflation rate (CPI) positively to the profitability and stability of the banking sector, (Chapra, 2000) and (El-Gamel, 2000) . (GDP) real gross domestic products measure total economic activity in a one country. Bekaert et al., (2007) show that real (GDP) growth rate significantly affect banking system and equity markets. Therefore in this research, we include (GDP) real gross domestic products and we expect that economic growth has positive impacts on financial stability.
Internal factors such as loan asset ratio (LAR),cost income ratio (CIR), log total assets (LTA), and Herfindahl Index (HI). Bank liquidity is measured as loan assets ratio, (LAR). Higher value of this ratio indicate that high risky a bank bear since it shows a bank is loaned up to much and its liquidity is quite low. This is supported by (Agusman et al., 2008) . In our model, we hypothesize that loan-to-asset ratios are negatively related to bank stability. According to Hassan (2010) , higher loan-to-asset ratio negatively impacts bank stability.
Efficiency element measured by cost income ratio (CIR). The ratio gives investors a clear view of how efficiently the bank is being run; the lower it is, the more profitable the bank will be. The hypotheses assume that higher cost income ratios negatively related with Z-scores. Several studies claim that less efficient banks may tempt to take on additional risk to increase their financial performance, similar finding also noticed by (Kwan and Eisenbeis, 1997) .
Bank size (LTA) measured log of total assets. We assume that as the bank size becomes larger, bank would be more stable. Herfindahl Index (HI) measure of concentration index. Therefore, estimated model could be written as:
Variables Description
The variable of interest is bank stability. To ensure robustness, we employ two definitions of bank stability, that is Z-Score (following Cihak and Hesse, (2008) ; Demirguc-Kunt, Detragiache, and Thiesel (2008); Maechler, Mitra, and Worrell, (2005) and NPL (following Ariff (2007); Madura et al., (1994) .
Z-score test measure risk is recommended by many researches in the field, directly relates to the bank s insolvency. Z-score represents number of standard deviations by which the returns on asset have to decrease in order to incur a loss (a negative return). Higher Z-score value indicates a lower probability of default.
Whereas, non-performing loans (NPL) is the most important factors causing reluctance for the banks to provide credit. High level of NPL requires banks to raise provision for loan loss. Action of this bank decreases banks revenue by cutting down the funds for new lending. 
Data Sources
Data is gathered from the bank s annual reports, and consolidated and unconsolidated statement bank statement for various financial institution in Malaysia which is sourced online as well as from published copies. The period of analysis spans from year [2005] [2006] [2007] [2008] [2009] [2010] . Macroeconomics data were gathered through online database Monthly Statistical Bulletin of Bank Negara Malaysia (BNM). Data were collected from all 17 Islamic banks and 21 conventional banks in Malaysia. During this period of study, there had been a few mergers and acquisitions of conventional banks, affecting those banks which operate on Islamic window basis. Particularly, in 2008 Malaysia Islamic banking has observed some structural change since those banks that operate under Islamic banking windows, has been transformed to full-fledge banks. In the case of mergers have taken place within the sample banks, this study proceeds by using the data of anchor bank prior to merger. Meanwhile, the new Islamic banks upgraded from their Islamic banking operations are treated as a continuation from Islamic banking operations or windows. Thus, this study includes both full fledge and Islamic banking operations.
Findings
Normality Test
Jarque-Bera test (assume under the null hypothesis of a normal distribution, is distributed as 2 with 2 degrees of freedom. Since the probability of Jarque-Bera statistic less than 0.05, normal distribution can be rejected. Mostly our probability of Jarque-Bera statistic is less than 0.05 (Table 2 .0), therefore we conclude that our sample is not normal distribution.
Correlation Coefficient
To check whether multicollinearity appears or not in the model the simple correlation coefficients in Table 3 .0 between the explanatory variables have been examined. The pairwise correlations among the explanatory variables (LAR, CAR, LTA, ID, HI, SHARE, INF and GDP) are particularly strong (r < 0.50 in each case). This shows that the variables are not correlated among each other. As a conclusion multi-co linearity problem does not appear in this study.
Unit Root Test
The p-values reported in Table 4 .0, each of data series suggest that we fail to reject a unit root test at least at the 1 % level and 5 % level at 1 st differences. As can be readily seen, all time series at level contain unit roots according to ADF unit root test and Levin, Lin & Chu (2002) at level except for cost income ratio, In (total assets), income diversity and Herfindahl Index. We conclude that ADF unit root tests in first differences show all variables are stationary.
DESCRIPTIVE STATISTICS
Table2.0: Descriptive Statistics 
CORRELATION MATRIX
UNIT ROOT TESTS (LEVIN, LIN & CHU) AND (ADF TEST)
Selection Procedures for Best Model
Using E-Views 6, we run panel data for several specifications to gather the results. Test of Generalized Least Square (GLS) was done in order to test bank stability. The estimation proceeds as follows; firstly, model is estimated via ordinary least squares (OLS). This estimation methods assumes that all banks have the same behaviour in which it is assumed that the intercepts for the banks are identical, it = . Since the initial findings of the data set indicate the non-normality distributions, thus Generalized Least Squares (GLS) estimation is likely to produce better estimation results. Secondly, this study proceeds with both fixed effect and random effects models. The result show that the null hypothesis is rejected that is the individual effect associated with the independent variables. The regression results of Z-score and NPL have been identified as the dependent variable as a proxy of measuring risk shown in Table 6 .0. The diagnostics test statistics show no evidence of misspecification, no serial correlation, no multicollinearity and no heterokedasticity. Table 6 .0 reported that for the first set of regressions, the R-squared for Islamic banks were 30.03% while 33.14% for the conventional banks. These results identify that factors that are significant in determining Z-score for conventional banks are loan asset ratio, cost income ratio, total asset, income diversity, Herfindahl Index, market share and real GDP. Meanwhile, factors that influence Z-score for Islamic banks are cost income ratio, total assets, Herfindahl Index, market share, inflation and real GDP. To ensure robustness, we used another proxy for bank stability that is NPL. The results shows, independent variables that are significant in determining NPL for conventional banks are loan asset ratio, cost income ratio, total asset, income diversity, Herfindahl Index, market share and real GDP.
Findings that contradict our initial assumptions are the relationship between size of the bank and bank stability for conventional banks. The positive relationship implies that a larger bank is linked with higher NPL, lower bank stability. This findings deny the too big to fail hypothesis, and is consistent with previous work such as by Ebrahim (2008) and Berger et al., (1997) . Nevertheless, for the Islamic banks, our result seems to be consistent with the previous findings, which indicate total assets, confirm positive and significant effect on NPL at 1% significant level. It indicates that 1% increase in total assets will increase NPL by 0.022%. This positive relationship between bank size and bank stability indicate that solvency risks obtain from impairment of assets.
Finally, looking at the macroeconomics perspectives for the Islamic banks, the result of economic growth has a positive and significant effect on Z-score at 5% significant level. It indicates that one percent increase in economic growth will increase Z-score by 0.0045%. According to Shayegani and Arani (2012) real GDP is one of macroeconomic variable contributing to financial stability. Our result is in line with the previous research which claims, during economic boom, higher real GDP lead to higher Z-score and a more stable Islamic bank. 
Conclusion
This study examines stability between Islamic and conventional banks from banks specific and macroeconomics perspectives by focusing on Malaysia scenario. The findings of the study show that variables that have been identified as the significant factors towards risk (probability to defaults) for Islamic banks were cost income ratio, total assets, Herfindahl Index, market share, inflation and real GDP while conventional bank stability were influence by loan asset ratio, cost income ratio, total assets, income diversity, Herfindahl Index, market share and real GDP.
In future more comprehensive and effective research on relationships among variables for both banks needs to be conducted to study the stability of Islamic and conventional banks from Malaysia banking landscape after financial crisis 2008.
Large pools of secondary data should be collected from all Islamic and conventional banks in Malaysia in order to have a better representative of our conclusions. 
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